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CANNOCK CHASE COUNCIL 
 

AUDIT & GOVERNANCE COMMITTEE 
 

3 APRIL 2007 
 

REPORT OF THE CHIEF EXECUTIVE 
 

REVIEW OF THE EFFECTIVENESS OF THE SYSTEM OF INTERNAL AUDIT 
 

 
1. Purpose 
 
1.1 For members of the Audit & Governance Committee to agree how they will, on behalf of the 

Council, meet the new requirements of the Accounts & Audit Regulations 2003 as amended in 
2006 in respect of the Council undertaking an annual review of the effectiveness of its system of 
internal audit. 

 
 
2. Recommendations 
 
2.1 That Members agree to option four as outlined in paragraph 4.5 below as the process for the 

review of the system of internal audit. 
 
 
 
3. Key Issues 
 
3.1 Under the Accounts and Audit (Amendment) (England) Regulations 2006 the Council is 

required to undertake an annual review of the effectiveness of its system of internal audit. 
 
3.2 The revised regulations were not laid before Parliament until March 2006 so the 2005-06 review 

was limited to existing information outlined in the Internal Audit Annual Report, which supported 
the Statement on Internal Control 2005-06.  This information included performance against the 
Audit Plan and feedback from the satisfaction questionnaires issued after each audit. 

 
3.3 This is a new requirement for all Council’s and there is currently no detailed guidance or good 

practice as to how the review should be undertaken or what it should include.   
 
3.4 The first consideration is to understand what the Council’s system of internal audit is.  In the 

absence of any specific guidance on this it is proposed that this is deemed to be the work of the 
Internal Audit Section and how it interacts with the Council, in particular the risk management 
process and the Audit & Governance Committee. 

 
3.5 Section 4 outlines a number of ways in which the review could be undertaken.  
 
3.6 It is suggested that the combination approach offered by option 4 should be adopted as it 

provides the most comprehensive review process.  Once all Council’s have gone through the 
process and good practice has been identified, the review process can be reconsidered and 
refined as appropriate. 
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4. Review Process - Options 
 

4.1 Based on informal discussions with other local authorities and limited guidance accompanying 
the regulations, there are a number of ways that the review could be undertaken and the results 
reported back to the Audit & Governance and these are outlined below. 

 
4.2 Option 1 – Self-Assessment.  A self-assessment undertaken by the Chief Internal Auditor 

supported by customer feedback and any existing external performance reviews. The Internal 
Audit Section already reports to the Audit & Governance Committee on its work, its 
performance and the results of customer satisfaction surveys on its work.    The current 
information could be supplemented by a self-assessment review undertaken by the Chief 
Internal Auditor of the section’s work against the Cipfa Code of Practice for Internal Audit, which 
is considered to be “proper practice” by the DCLG.  This option requires minimal additional work 
and incurs no additional costs for the Council but it does not offer an independent view on the 
work of Internal Audit 

 
4.3 Option 2 – Internal Peer Review.  A small working group of appropriate officers, under the 

direction of an independent Director appointed by the Chief Executive, could undertake a review 
of the work of the Internal Audit Section and this could be based around compliance with the 
Cipfa Code of Practice for Internal Audit.  This will require additional work for other officers and 
it may be difficult to find sufficient officers with the relevant knowledge and skills to undertake 
the review. 

 
4.4 Option 3 – External Peer Review.  An external third party, such as another Council’s Internal 

Audit Section, the External Auditor or a firm of Internal Auditors could be approached to 
undertake a review of the work of Internal Audit.  This would be likely to incur additional costs 
for the Council, which are estimated to be £3,750 (based on a 5 day review at a consultancy 
day rate of £750).  Furthermore, as there is no budget set aside for this work, a supplementary 
estimate would be needed to cover the costs.  There is currently no specific requirement that 
the review should be undertaken by an external third party. 

 
4.5 Option 4 – a combination of options 1, 2 and 3.  This would include: 
 

(i) a self-assessment review undertaken by the Chief Internal Auditor of the section’s work 
against the Cipfa Code of Practice for Internal Audit; and  

 
(ii) either  

 
(a) an internal peer review under the direction of an independent Director  

appointed by the Chief Executive; or. 
 
(b) an external peer review. 

 
It is further suggested that the Chairman of the Audit & Governance Committee would be invited 
to participate in part of the peer review process and to be present for the discussion of the 
report outlining the findings of the review, prior to it being formally reported back to the 
Committee.  
 
The Head of Efficiency & Risk Management would co-ordinate the review process.   
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4.6 If option 4 is agreed as the model for conducting the annual review of the system of internal 
audit, it is proposed that an external peer review would be undertaken for 2006-07.  Newcastle-
under-Lyme Borough Council’s Internal Audit Section has offered to undertake such a review at 
nil cost in return for a review of their Section. 
 
 

5. Legal Implications 
 
5.1 The Council are a relevant body within the meaning of the Accounts and Audit (Amendment) 

(England) Regulations 2006 and therefore must comply with the requirements set out in the 
Regulations.   

 
5.2 The Internal Audit Section provides an effective mechanism and tool to identify weaknesses 

within the control systems of the Council that could potentially present the Council with various 
legal difficulties. Accordingly, it is important that the systems of internal audit are reviewed to 
ensure that they remain ‘fit for purpose’ in enabling Internal Audit to discharge its duties and 
obligations. 

 
5.3 The method of compliance is not specified and therefore is a matter for the Council to 

determine. 
 
 
6. Financial Implications
 
6.1 This report attempts to identify solutions that will enable the review of the efficiency of the 

system of internal audit. 
 
6.2 The report has identified, with costings, four options that will enable the review to take place. 
 
6.3 Should option 1 be the preferred option then there would be a Nil cost. 
 
6.4  Although option 2 is Nil cost to the authority, additional resources will need to be sourced from 

other departments. 
 
6.5 Should option 3 be the preferred option then a Supplementary Estimate of £3,750* will be 

required for approval by Council. 
 
6.6 Should option 4 above be the preferred option then a Supplementary Estimate of £3,750* may 

be required for approval by Council, depending upon who undertakes the review. For 2006-07 it 
is understood that Newcastle-under-Lyme Borough Council have offered to undertake an 
external peer review at Nil cost to this Council. 

 
* Assuming 5 Day Consultancy 

 
 
7. Background Papers 
 

• Accounts and Audit (Amendment) (England) Regulations 2006 
• Statement on Internal Control 2005-06 
• Annual Internal Audit Report 2005-06 
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